Cases, Regulations and Statutes by Achenbach, Robert P, Jr
Volume 23 | Number 15 Article 2
7-27-2012
Cases, Regulations and Statutes
Robert P. Achenbach Jr
Iowa State University
Follow this and additional works at: http://lib.dr.iastate.edu/aglawdigest
Part of the Agricultural and Resource Economics Commons, Agricultural Economics Commons,
Agriculture Law Commons, and the Public Economics Commons
This Article is brought to you for free and open access by the Journals at Iowa State University Digital Repository. It has been accepted for inclusion in
Agricultural Law Digest by an authorized editor of Iowa State University Digital Repository. For more information, please contact digirep@iastate.edu.
Recommended Citation




 NO ITEMS.  
FEDERAL INCOME 
TAxATION
 BUSINESS ExPENSES. The taxpayers, husband and wife, 
were employed full-time as a college professor and a general 
manager of a corporation. The husband also taught seminars 
for another college and claimed the income from such work on 
Schedule C even though the college treated the husband as an 
employee and issued Forms W-2.  The taxpayers claimed a variety 
of deductions for business expenses but failed to provide written 
substantiation records to support most of the expenses. The court 
held that the IRS properly disallowed the deductions for which 
the taxpayers did not provide written records. The appellate court 
affirmed in a decision designated as not for publication.  Robinson 
v. Comm’r, 2012-2 U.S. Tax Cas. (CCH) 50,455 (3d Cir. 2012), 
aff’g, T.C. Memo. 2011-99.
 The taxpayer operated a business as a drywall contractor and 
hired other businesses to install drywall and other installers to 
perform the work.  The taxpayer treated all hired workers as 
independent contractors. The taxpayer claimed the amounts paid 
as contract labor expenses on Schedule C.  The taxpayer provided 
completed, but un-filed, Forms 1099-MISC for the labor payments, 
presented checks and receipts for most of the payments, and 
provided testimony for some of the payments. The court held that 
the deductions were allowed to the extent substantiated by the 
taxpayer.  Padilla v. Comm’r, T.C. Summary Op. 2012-70.
 CAPITAL ASSETS. The taxpayers, husband and wife, owned 
and operated several businesses over several years but did not own 
a real estate business. The taxpayers purchased an undeveloped lot 
and hired an architect to design and build a house on the property. 
Although the taxpayers signed loan documents which stated that 
the taxpayers intended to live in the property, the court held that 
the taxpayers purchased the house as an investment. The court also 
held that the house was not owned as part of the ordinary course of 
a business or trade because (1) the taxpayers did not demonstrate 
an intent to operate a real estate development business, (2) the 
taxpayers did not develop similar property before or after this 
property, and (3) the taxpayers hired a real estate agent to sell the 
property prior to its completion in order to stop the losses. Bennett 
v. Comm’r, T.C. Memo. 2012-193.
BANkRUPTCy
CHAPTER 12
 ELIGIBILITy. A creditor challenged the debtors’ eligibility 
for Chapter 12, arguing that the debtors did not receive more than 
50 percent of their gross income from farming operations for any 
of the three years preceding the bankruptcy filing. The debtors 
argued that “gross income” should not include the IRS mandated 
Schedule F deduction from the “Sales of Livestock and other 
items you bought for resale” (Schedule F, line 1) for “Cost or other 
basis of livestock and other items...” See Schedule F, line 2. If this 
deduction were removed, the debtors’ gross income from farming 
on Schedule F would exceed income from non-farm sources. 
The court rejected this argument, stating that the deduction was 
required to show gross income instead of gross receipts; therefore, 
the debtors’ farm income did not exceed non-farm income and the 
debtors were not eligible for Chapter 12. In re Meadows, 2012 
Bankr. LExIS 2916 (Bankr. D. ky. 2012).
FEDERAL TAx
 DISCHARGE. The debtors, husband and wife, filed for Chapter 
7 in January 2011. The debtors did not file an income tax return for 
2001 even though warned by their tax return preparer. The debtors 
filed for a filing extension until August 2002. A partial payment 
was received in April 2002.  In 2004, the IRS made an assessment 
of the remaining 2001 taxes. In August of 2006, the debtors filed 
their 2001 income tax return. The debtors argued that the taxes 
were dischargeable because they filed a return. The court held that, 
under Section 523(a), a return filed after an assessment of taxes 
did not qualify as a return for purposes of dischargeability under 
523(a)(1)(B)(i); therefore, the 2001 taxes were non-dischargeable. 
On appeal the appellate court affirmed. In re Wogoman, 2012-2 
U.S. Tax Cas. (CCH) ¶ 50,437 (10th Cir. BAP 2012), aff’g, 
2011-2 U.S. Tax Cas. (CCH) ¶ 50,593 (Bankr. D. Colo. 2011).
 SETOFF.  In 2010, the debtor had been notified that the debtor 
was liable for excess food assistance under the federal Food and 
Nutrition Services (FNS) program.  Prior to the filing of the Chapter 
7 petition, the debtor’s 2011 refund was applied to the liability 
under the Treasury Offset Program. The debtor sought return of 
the refund as estate property.  The court held that the refund was 
properly applied because the IRS and FNS were the same entity 
to provide mutuality of the parties.  In re Abbott, 2012-2 U.S. 
Tax Cas. (CCH) ¶ 50,438 (Bankr. E.D. N.C. 2012).
FEDERAL FARM
PROGRAMS
 NO ITEMS.  
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 CHARITABLE DEDUCTION. The taxpayers were members 
of a limited liability company which conveyed a conservation 
easement on land it owned. The LLC passed through the charitable 
contribution to the taxpayers, based on an appraisal of the easement. 
The IRS denied the charitable deduction because the charity failed 
to provide a contemporaneous written acknowledgement of the 
donation. The charity here did provide a letter but the court held 
that it was insufficient because it did not describe the gift with 
sufficient specificity.  However, the court held that the conservation 
easement deed did provide sufficient information to function as 
the contemporaneous written acknowledgment; therefore, the 
deduction was allowed. Averyt v. Comm’r, T.C. Memo. 2012-
198.
 COOPERATIVES. The taxpayer was a tax-exempt, non-profit 
rural telephone cooperative. The taxpayer purchased stock in 
another corporation which provided telecommunication services 
for the taxpayer’s members.  The corporation sold its business 
to another corporation and the taxpayer sold its stock at a gain. 
The gain was distributed to its members based on patronage. The 
IRS ruled that the capital gain was patronage-sourced income 
excludible from the taxpayer’s gross income. Ltr. Rul. 201228014, 
March 28, 2012.
 CORPORATIONS
 CONSTRUCTIVE DIVIDENDS. The taxpayer wholly owned a 
corporation which provided technology consulting as a business. 
The taxpayer also raised cats and placed the cattery operation 
under the corporation’s business. The corporation reimbursed 
the taxpayer for expenses incurred by the cattery and for showing 
kittens at national cat shows. The cattery produced very little 
income and was eventually withdrawn from the corporation’s 
business. The corporation claimed the reimbursed expenses as 
business expenses. The Tax Court ruled that the reimbursed 
expenses were constructive dividends to the taxpayer because 
the cattery was not a business intended to make a profit but was 
a personal hobby of the taxpayer. The appellate court affirmed, 
holding that the taxpayer failed to provide sufficient evidence of 
a profit motive for the cattery. DkD Enterprises v. Comm’r, 
2012-2 U.S. Tax Cas. (CCH) ¶ 50,462 (8th Cir. 2012), aff’g, 
T.C. Memo. 2011-29.
 TERMINATION OF INTEREST IN CORPORATION. The 
taxpayer owned all of the stock of a corporation. The taxpayer 
gave shares to two children who were directors and entered into 
an agreement with the corporation to sell the remaining shares to 
the corporation in exchange for a promissory note with an interest 
rate no lower than the mid-term applicable federal rate in effect 
as of the day on which the note is issued, compounded monthly. 
The IRS ruled: (1) The gifts did not have as one of their principal 
purposes the avoidance of federal income tax within the meaning 
of I.R.C. § 302(c)(2)(B). See Rev. Rul. 77-293, 1977-2 C.B. 91. (2) 
Provided that the taxpayer files the agreement described in I.R.C. 
§ 302(c)(2)(A)(iii) in accordance with Treas. Reg. § 1.302-4(a), 
and the conditions stated in I.R.C. § 302(c)(2)(A)(i) and (ii) are 
satisfied, I.R.C. § 318(a)(1) will not apply, and the redemption 
of the stock would be a “complete termination” of the taxpayer’s 
interest in the corporation within the meaning of I.R.C. § 302(b)
(3). The amount distributed in the redemption will be treated 
as a distribution in full payment in exchange for the stock 
surrendered as provided in I.R.C. § 302(a). (3) As provided in 
I.R.C. § 1001, the taxpayer will realize and recognize gain on 
the redemption. For each share of stock surrendered, the gain 
will be measured by the difference between the redemption 
price received in the exchange and the adjusted basis of such 
share as determined under I.R.C. § 1011. Provided the stock 
is a capital asset in the hands of the taxpayer, the gain will 
constitute capital gain subject to the conditions and limitations 
of Subchapter P of Chapter 1 of the Code. Pursuant to I.R.C. 
§ 267, no loss will be allowed. (4) The taxpayer would qualify 
to report gain on the redemption using the installment method 
under I.R.C. § 453(b). In the event the promissory note is 
cancelled or otherwise becomes unenforceable, the promissory 
note will be treated as if it were disposed of for fair market 
value, which will be treated as not less than its face amount 
under I.R.C. § 453B(f)(1) and (2). (5) The corporation will not 
recognize gain or loss on the distribution of the promissory note 
in redemption of its stock under I.R.C. § 311(a). (6) Provided 
the redemption is not performed in satisfaction of a primary and 
unconditional obligation of either donee child to acquire the 
corporation stock held by the taxpayer, the redemption would 
not cause any dividend income to be constructively received by 
the donee children. See Rev. Rul. 58-614, 1958-2 C.B. 920 and 
Rev. Rul. 69-608, 1969-2 C.B. 42. (7) The interest paid by the 
corporation on the promissory note received by the taxpayer in 
redemption of stock is deductible under I.R.C. § 163, subject 
to any limitations on such deduction including those described 
in, but not limited to, I.R.C. § 163(n)(4) and I.R.C. § 267(a)(2). 
(8) There is no imputed interest under I.R.C. §§ 1274, 483 and 
7872 with respect to the promissory note. Ltr. Rul. 201228012, 
March 27, 2012.
 COURT AWARDS AND SETTLEMENTS.  The taxpayer 
sued an employer for wrongful termination and the parties 
reached a settlement under which the taxpayer was paid 
money for “alleged damages for illness and medical expenses 
allegedly exacerbated by, and allegedly otherwise attributable 
to, * * * [petitioner’s] alleged wrongful discharge.” Prior to 
the termination, the taxpayer suffered from depression and 
after the termination, the taxpayer claimed that the symptoms 
worsened and caused additional ailments such as insomnia, 
sleeping too much, migraines, nausea, vomiting, weight gain, 
acne, and pain in the back, shoulder and neck.  The court held 
that the settlement was taxable because the taxpayer received 
the money as damages for emotional distress which are not 
excludible under I.R.C. § 104.  Blackwood v. Comm’r, T.C. 
Memo. 2012-190.
 DEPENDENTS. The taxpayers, husband and wife, lived 
outside the United States. One parent was a U.S. citizen but the 
other parent and their children were not U.S. citizens during 
the tax years involved. During those tax years, the taxpayers 
claimed the dependency exemption deductions, the child tax 
credit, and the additional child tax credit, all of which were 
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disallowed by the IRS. The court held that the deductions and 
credits were properly disallowed because none of the children 
qualified for these deductions and credits because they were not 
U.S. citizens. Stern v. Comm’r, T.C. Memo. 2012-204.
 The taxpayers, husband and wife, lived outside the United 
States. One parent was a U.S. citizen but the other parent 
and their children were not U.S. citizens during the tax years 
involved. During those tax years, the taxpayers claimed the 
dependency exemption deductions, the child tax credit, and the 
additional child tax credit, all of which were disallowed by the 
IRS. However, the tax returns for those tax years were filed on a 
date on which the children had become naturalized citizens. The 
taxpayers argued that Treas. Reg. § 1.152-2(a)(1) was invalid 
because the statute, I.R.C. § 152(b)(3)(A) does not mention 
any requirement that the children be citizens during a tax year. 
They argued that, because the children were citizens at the time 
petitioners filed their returns, they are entitled to the claimed 
dependency exemption deductions, and that any additional 
requirement imposed by the regulations is invalid. The court 
noted that the income tax reporting system is based on an annual 
accounting and was based on the events occurring during a tax 
year; therefore, the regulation was consistent with this approach 
in requiring children to be citizens during the tax year in order 
to qualify for the deductions and credits.  The court held that the 
deductions and credits were properly disallowed because none 
of the children qualified for these deductions and credits because 
they were not U.S. citizens. Carlebach v. Comm’r, 139 T.C. 
No. 1 (2012).
 DEPRECIATION. The taxpayer owned an airplane which 
was original used solely in the taxpayer’s business of operating 
automobile dealerships.  After the business use of the plane 
declined, the taxpayer leased the plane to another company for 
carrying passengers; thus, creating two business uses of the 
plane. For the original business use, the plane qualified as 5-year 
property but under the lease, it qualified as 7-year property for 
depreciation purposes. The IRS ruled that, because more flight 
hours were incurred under the lease than for the taxpayer’s 
business, the plane was 7-year property. The IRS noted that 
for most transportation devices, the determination would be 
made using miles traveled, but any reasonable basis would be 
acceptable.  CCA 201228036, March 16, 2012.
 DISASTER LOSSES. On June 14, 2012, the President 
determined that certain areas in Oklahoma are eligible for 
assistance from the government under the Disaster Relief and 
Emergency Assistance Act (42 U.S.C. § 5121) as a result of 
severe storms and tornadoes which began on April 28, 2012. 
FEMA-4064-DR. On June 15, 2012, the President determined 
that certain areas in New Hampshire are eligible for assistance 
from the government under the Act as a result of severe storms 
and flooding which began on May 29, 2012. FEMA-4065-DR. 
On June 22, 2012, the President determined that certain areas in 
Vermont are eligible for assistance from the government under 
the Act as a result of severe storms, tornadoes and flooding 
which began on May 29, 2012. FEMA-4066-DR.  On July 3, 
2012, the President determined that certain areas in Florida are 
eligible for assistance from the government under the Act as a 
result of Tropical Storm Debby which began on June 23, 2012. 
FEMA-4068-DR.  On July 6, 2012, the President determined 
that certain areas in Minnesota are eligible for assistance from 
the government under the Act as a result of severe storms and 
flooding which began on June 14, 2012. FEMA-4065-DR. 
Accordingly, taxpayers in the areas may deduct the losses on 
their 2011 federal income tax returns. See I.R.C. § 165(i).
 EARNED INCOME TAx CREDIT. IRS has announced that, 
starting July 13, 2012, it is sending Letter 4989 to paid preparers 
who submitted Tax Year 2011 client returns claiming EITC 
without attaching Form 8867, Paid Preparer’s Earned Income 
Credit Checklist. This letter is a warning for paid preparers; the 
IRS says it will not assess penalties for Tax Year 2011 returns 
submitted without Form 8867.  Starting with tax year 2012, paid 
preparers will be subject to a due diligence penalty of $500 for 
each EITC return submitted without the Form 8867. For more 
information on the completing and submitting the Form 8867 
and the consequences of not doing so, see “What is Form 8867?” 
at http://www.eitc.irs.gov/rptoolkit/dd/Form8867/.  E-News for 
Tax Professionals Issue 2012-29.
 INNOCENT SPOUSE RELIEF. The taxpayer went through 
contentious divorce proceedings. As part of the property 
settlement, the taxpayer was required to make payments to 
the former spouse. The taxpayer made these payments from 
three IRAs, all distributions subject to income tax and the early 
withdrawal penalty. The taxpayer sought innocent spouse relief 
from the resulting taxes, arguing that the taxes derived from the 
former spouse because the former spouse sought the payments 
as part of the divorce proceedings. The court disagreed, holding 
that, because the IRAs were owned by the taxpayer, the resulting 
taxes were attributable to the taxpayer.  yosinski v. Comm’r, 
T.C. Memo. 2012-195.
 JOB HUNTING ExPENSES. The IRS has published 
information about deducting costs related to a job search: (1) 
To qualify for a deduction, a taxpayer’s expenses must be spent 
on a job search in the taxpayer’s current occupation. A taxpayer 
may not deduct expenses incurred while looking for a job in a 
new occupation. (2) A taxpayer can deduct employment and 
outplacement agency fees paid while looking for a job in a current 
occupation. If the taxpayer’s employer pays the taxpayer back 
in a later year for employment agency fees, the taxpayer must 
include the amount received in gross income, up to the amount 
of the tax benefit in the earlier year. (3) A taxpayer can deduct 
amounts spent for preparing and mailing copies of a résumé to 
prospective employers as long as the taxpayer is looking for a 
new job in your present occupation. (4) If a taxpayer travels 
to look for a new job in a present occupation, the taxpayer 
may be able to deduct travel expenses to and from the area 
travelled. A taxpayer can only deduct the travel expenses if 
the trip is primarily to look for a new job. The amount of time 
spent on personal activity unrelated to the job search compared 
to the amount of time spent looking for work is important in 
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determining whether the trip is primarily personal or is primarily 
to look for a new job. (5) A taxpayer cannot deduct job search 
expenses if there was a substantial break between the end of 
the last job and the time the taxpayer began looking for a new 
one. (6) A taxpayer cannot deduct job search expenses if the 
taxpayer is looking for a job for the first time. (7) The amount 
of job search expenses that a taxpayer can claim is limited. To 
determine and report the allowed deduction, taxpayers should 
use Schedule A, Itemized Deductions. Job search expenses are 
claimed as a miscellaneous itemized deduction and the total of 
all miscellaneous deductions must be more than two percent of 
the taxpayer’s adjusted gross income to produce a deduction. For 
more information about job search expenses, see IRS Publication 
529, Miscellaneous Deductions.  IRS Summertime Tax Tip 
2012-06.
 LETTER RULINGS.  The IRS has issued a revenue 
procedure updating Rev. Proc. 95-15, 1995-1 C.B. 523 to revise 
the fee prescribed under the authority of I.R.C. § 6110(k) for 
processing requests for a background file document, including 
the costs for searching for the document, duplication and making 
redactions, relating to a written determination issued by the 
National Office of the Internal Revenue Service. The fee for 
processing a request for background file documents is $100 per 
hour.  The procedure provides a good summary of IRS written 
determinations so it is quoted here: 
 “The National Office issues written determinations to taxpayers 
and other offices in the Internal Revenue Service (Service). 
See I.R.C. § 6110(a), (i); Rev. Proc. 2012-1, 2012-1 I.R.B. 1; 
Rev. Proc. 2012-2, 2012-1 I.R.B. 92.  Written determinations 
include letter rulings, determination letters, technical advice 
memorandums, and Chief Counsel advice.  I.R.C. § 6110(b)(1). 
 “A letter ruling interprets the tax laws and applies the laws 
to a taxpayer’s specific set of facts.  A letter ruling is issued to 
a taxpayer by an Associate Office in response to the taxpayer’s 
written inquiry about the taxpayer’s status for tax purposes or 
the tax effect of its acts or transactions.  The request must be 
filed with the Service prior to the taxpayer filing any returns or 
reports required by the Code.  See Rev. Proc. 2012-1. 
 “A determination letter is a written determination issued by a 
Director, as that term is defined in Revenue Procedure 2012-1 
or any successor revenue procedure, that applies principles and 
precedent previously announced by the Service to a specific set 
of facts when a determination can be made based on rules clearly 
established in a statute, tax treaty, regulations, revenue ruling, 
or opinion or court decision.  See Rev. Proc. 2012-1. 
 “A technical advice memorandum is issued by an Associate 
Office responding to a request made for assistance on a technical 
or procedural question that develops during any proceeding 
before the Service.  See Rev. Proc. 2012-2.  
 “Chief Counsel advice is defined in section 6110(i)(1)(A) as 
written advice or instructions prepared by the National Office 
that is issued to a non-National Office function and conveys 
a legal interpretation of, a position or policy concerning, or a 
legal interpretation relating to the assessment or collection of a 
liability under a revenue provision.
 “A background file document includes the request for the 
written determination and any material submitted in support 
of the request.  It also includes any communication between 
the Service and persons outside the Service in connection with 
the written determination.  It does not include communications 
between the Service and the Department of Justice relating to a 
pending criminal or civil investigation.  I.R.C. § 6110(b)(2).
 “Section 6110(a) provides that, generally, the text of any 
written determination and background file document related to 
that written determination shall be open for public inspection, 
subject to the deletions required by sections 6110(c) and 6110(i)
(3).  Upon receipt of a request for a background file document 
related to a written determination, section 6110(f)(1) provides 
that the Service must mail a notice of intent to disclose to the 
individual to whom the written determination pertains.  Pursuant 
to section 6110(g)(1), the Service must make the background file 
document available no earlier than 75 days, but no later than 90 
days, after mailing the notice of intent to disclose.
 “Section 6110(k)(1) authorizes the Secretary to assess actual 
costs for duplication of any background file document, searching, 
and making deletions required under subsection 6110(c)(1) or 
(i)(3).”  Rev. Proc. 2012-31, I.R.B. 2012-33.
 LIFE INSURANCE. A trust purchased several life insurance 
policies on the lives of the taxpayers so as to create funds to pay 
estate taxes on the deaths of the taxpayers.  The policies were 
purchased from mutual insurance companies, giving the trust a 
type of ownership interest, a mutual interest, in the insurance 
companies.  The insurance companies demutualized in several 
tax years. The trust received stock in the new companies and 
sold the stock a couple of years later.  The trust received Forms 
1099-B which listed the basis of the stock as zero, resulting in 
gain to the trust from the sale of the stock. The trust argued that 
the demutualization should be governed by the open transaction 
doctrine, which is employed in circumstances where the basis in 
property that is split cannot be allocated to the resulting assets. 
Under this theory, all of the proceeds from the sale of the stock 
would be considered return of capital from the premiums paid. 
The court agreed that the premiums paid before demutualization 
was payment for the policy and the mutual interests in the 
companies. However, the court rejected application of the open 
transaction doctrine because the value of the mutual interest and 
policies could be determined at the time of the demultualization. 
The basis of the stock, the value of the mutual interest, was not 
discussed in this case. Dorrance v. United States, 2012-2 U.S. 
Tax Cas. (CCH) ¶ 50,463 (D. Ariz. 2012).
 MILITARy PERSONNEL. The IRS has published 
information concerning the special tax benefits that are available 
to active members of the U.S. Armed Forces: (1) Moving 
Expenses If the taxpayer is a member of the Armed Forces on 
active duty and  moves because of a permanent change of station, 
the taxpayer may be able to deduct some of the unreimbursed 
moving expenses. (2) The taxpayer If the taxpayer serves in a 
combat zone as an enlisted person or as a warrant officer for 
any part of a month, all the military pay received for military 
service during that month is not taxable. For officers, the monthly 
exclusion is capped at the highest enlisted pay, plus any hostile 
fire or imminent danger pay received. Service member taxpayers 
can also elect to include nontaxable combat pay in “earned 
card payments and bank fees and charges. See Form 656-B, Offer 
in Compromise Booklet, and Form 656, Offer in Compromise. IRS 
Summertime Tax Tip 2012-02.
 PASSIVE ACTIVITy LOSSES. In a case designated as not 
for publication, the appellate court held “The Tax Court correctly 
determined the deficiency because, contrary to Velasquez’s 
contention, the deductions attributable to renting the home where 
Velasquez also resided were properly limited to the gross income 
derived from that rental activity. See 26 U.S.C. §280A(c)(5); 
Bolton v. Comm’r [82-2 ustc ¶9699], 694 F.2d 556, 558 (9th Cir. 
1982) (‘[Section 280A(c)(5)] provides first that deductions allowed 
for expenses attributed to rental of the unit ( i.e. deductions of any 
kind - maintenance, taxes, interest) cannot exceed an amount equal 
to the amount of gross rental income received from the property 
for that year[.]’)” Velasquez v. Comm’r, 2012-2 U.S. Tax Cas. 
(CCH) ¶ 50,449 (9th Cir. 2012).
 PENSION PLANS. For plans beginning in July 2012 for 
purposes of determining the full funding limitation under I.R.C. § 
412(c)(7), the 30-year Treasury securities annual interest rate for 
this period is 3.83 percent, the corporate bond weighted average is 
5.38 percent, and the 90 percent to 100 percent permissible range 
is 4.84 percent to 5.38 percent.  Notice 2012-47, I.R.B. 2012-31.
SAFE HARBOR IN TEREST RATES
August 2012
 Annual Semi-annual Quarterly Monthly
Short-term
AFR  0.25 0.25 0.25 0.25
110 percent AFR 0.28 0.28 0.28 0.28
120 percent AFR 0.30 0.30 0.30 0.30
Mid-term
AFR  0.88 0.88 0.88 0.88
110 percent AFR  0.97 0.97 0.97 0.97
120 percent AFR 1.06 1.06 1.06 1.06
Long-term
AFR 2.23 2.22 2.21 2.21
110 percent AFR  2.45 2.44 2.43 2.43
120 percent AFR  2.68 2.66 2.65 2.65
Rev. Rul. 2012-21, I.R.B. 2012-32.
 TRAVEL ExPENSES. The taxpayers, husband and wife, 
claimed travel expenses for visits to houses for sale that the 
taxpayers claimed they were viewing with the intent to purchase for 
investment purposes. The taxpayers provided no record of the visits 
and never made any purchases of houses. The visits were made 
during daily commutes to work or to one of the taxpayers’ family 
members. The court held that the travel expense deduction was 
properly disallowed because the taxpayers failed to demonstrate 
any activity engaged in for profit.  Walthall v. Comm’r, T.C. 
Summary Op. 2012-65.
 The taxpayer was employed by a construction company and 
worked at several temporary work sites during the tax year. The 
taxpayer claimed the vehicle travel expenses for travel to each 
site on a daily basis. The employer did not reimburse the taxpayer 
for these expenses. The court held that the expenses were not 
deductible travel expenses because they were personal commuting 
expenses. Saunders v. Comm’r, T.C. Memo. 2012-200.
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income” for purposes of claiming the Earned Income Tax Credit. (3) 
Extension of Deadlines The deadline for filing tax returns, paying 
taxes, filing claims for refund, and taking other actions with the IRS 
is automatically extended for qualifying members of the military. 
(4) Uniform Cost and Upkeep If military regulations prohibit the 
taxpayer from wearing certain uniforms when off duty, the taxpayer 
can deduct the cost and upkeep of those uniforms, but the taxpayer 
must reduce such expenses by any allowance or reimbursement 
received. (5) Joint Returns Generally, joint income tax returns must 
be signed by both spouses. However, when one spouse is unavailable 
due to military duty, a power of attorney may be used to file a joint 
return. (6) Travel to Reserve Duty If the taxpayer is a member of the 
U.S. Armed Forces Reserves, the taxpayer can deduct unreimbursed 
travel expenses for traveling more than 100 miles away from home to 
perform reserve duties. (7) ROTC Students Subsistence allowances 
paid to ROTC students participating in advanced training are not 
taxable. However, active duty pay – such as pay received during 
summer advanced camp – is taxable. (8) Transitioning Back to 
Civilian Life Former service members may be able to deduct some 
costs incurred while looking for a new job. Expenses may include 
travel, resume’ preparation fees, and outplacement agency fees. 
Moving expenses may be deductible if the move is closely related 
to the start of work at a new job location, and the taxpayer meet 
certain tests. (9) Tax Help Most military installations offer free tax 
filing and preparation assistance during and/or after the tax filing 
season. (10) Tax Information See IRS Publication 3, Armed Forces’ 
Tax Guide. IRS Summertime Tax Tip 2012-04.
 OFFER-IN-COMPROMISE. The IRS has announced that it has 
expanded its “Fresh Start” initiative by offering more flexible terms 
to its Offer-in-Compromise Program. These new rules enable some 
financially distressed taxpayers to clear up their tax problems even 
quicker. An offer-in-compromise (OIC) is an agreement between 
a taxpayer and the IRS that settles the taxpayer’s tax liabilities for 
less than the full amount owed. An OIC is generally not accepted 
if the IRS believes the liability can be paid in full as a lump sum 
or through a payment agreement. The IRS looks at the taxpayer’s 
income and assets to determine the reasonable collection potential. 
This expansion of the “Fresh Start” initiative focuses on the financial 
analysis used to determine which taxpayers qualify for an OIC. The 
OIC changes include (1) Revising the calculation for a taxpayer’s 
future income The IRS will now look at only one year (instead of 
four years) of future income for offers paid in five or fewer months; 
and two years (instead of five years) of future income for offers paid 
in six to 24 months. All OICs must be paid in full within 24 months 
of the date the offer is accepted. (2) Allowing taxpayers to repay 
their student loans Minimum payments on student loans guaranteed 
by the federal government will be allowed for the taxpayer’s post-
high school education. Proof of payment must be provided. (3) 
Allowing taxpayers to pay state and local delinquent taxes When a 
taxpayer owes delinquent federal and state or local taxes, and does 
not have the ability to fully pay the liabilities, monthly payments 
to state taxing authorities may be allowed in certain circumstances. 
(4) Expanding the Allowable Living Expense allowance Standard 
allowances incorporate average expenses for basic necessities for 
citizens in similar geographic areas. These standards are used when 
evaluating installment agreement and offer-in-compromise requests. 
The National Standard miscellaneous allowance has been expanded. 
Taxpayers can use the allowance to cover expenses such as credit 
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AGRICULTURAL TAx SEMINARS
by Neil E. Harl
  Join us for expert and practical seminars on the essential aspects of agricultural tax law. Gain insight and understanding from one of the country’s foremost 
authorities on agricultural tax law.
 The seminars will be held on two days from 8:00 am to 5:00 pm. Registrants may attend one or both days, with separate pricing for each combination. On the 
first day, Dr. Harl will speak about farm and ranch income tax. On the second day, Dr. Harl will cover farm and ranch estate and business planning. Your registration 
fee includes written comprehensive annotated seminar materials for the days attended and lunch. E-mail robert@agrilawpress.com for a brochure. Online 
registration is available at www.agrilawpress.com.
 Three locations and dates to chose from:
 August 21-22, 2012,  Ames, IA     Quality Inn & Suites Starlite Village, 2601 E. 13th St., Ames, Ia 50010 ph. 515-232-9260
 September 17-18, 2012,  Fargo, ND   Holiday Inn, 3803 13th Ave. South, Fargo, ND  58103 ph. 701-282-2700
 September 20-21, 2012, Sioux Falls, SD  Ramada Hotel, 1301 W. Russell St., Sioux Falls, SD 57104  ph. 605-336-1020
 The topics include:
  
 The seminar registration fees for current subscribers (and for each one of multiple registrations from the same firm) to the 
Agricultural Law Digest, the Agricultural Law Manual, and Farm Estate and Business Planning are $225 (one day) and $400 
(two days).
 The registration fees for nonsubscribers are $250 (one day) and $450 (two days). Nonsubscribers may obtain the discounted 
fees by purchasing any one or more publications. See www.agrilawpress.com for online book and CD purchasing.
 Sale and gift combined.
Like-kind Exchanges
 Requirements for like-kind exchanges
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     What is “like-kind” for realty
 Like-kind guidelines for personal property 
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Taxation of Debt
 Turnover of property to creditors
 Discharge of indebtedness
 Taxation in bankruptcy.
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Property Held in Co-ownership
 Federal estate tax treatment of joint tenancy
 Severing joint tenancies and resulting basis
 Joint tenancy and probate avoidance
 Joint tenancy ownership of personal property
 Other problems of property ownership
Federal Estate Tax
 The gross estate
 Special Use Valuation
 Family-owned business deduction recapture
 Property included in the gross estate
 Traps in use of successive life estates
 Basis calculations under uniform basis rules
 Valuing growing crops
 Claiming deductions from the gross estate
 Marital and charitable deductions
 Taxable estate
 The applicable exclusion amount
 Unified estate and gift tax rates
 Portability and the new regulations
 Federal estate tax liens
 Undervaluations of property
Gifts
 Reunification of gift tax and  estate tax
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Use of the Trust
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 Small partnership exception
Limited Partnerships
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 Corporate-to-LLC conversions
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 State anti-corporate farming restrictions
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 Tax-free exchanges
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 The regular method of income taxation
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 Leasing land to family entity
 Constructive receipt of income
 Deferred payment and installment payment
  arrangements for grain and livestock sales
 Using escrow accounts
 Payments from contract production
 Items purchased for resale
 Items raised for sale
 Crop insurance proceeds
 Weather-related livestock sales
 Sales of diseased livestock
 Reporting federal disaster assistance benefits
 Gains and losses from commodity futures
Claiming Farm Deductions
 Soil and water conservation expenditures
 Fertilizer deduction election
 Depreciating farm tile lines
 Farm lease deductions
 Prepaid expenses
 Preproductive period expense provisions
 Regular depreciation, expense method
  depreciation, bonus depreciation 
 Paying rental to a spouse
 Paying wages in kind
 Section 105 plans
Sale of Property
 Income in respect of decedent
 Sale of farm residence
 Installment sale including related party rules
 Private annuity
 Self-canceling installment notes
